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Private and government economists are beginning to project a recovery in the Mexican economy
later this year, but the optimistic forecasts are masked by extremely dire statistics for the first
quarter of this year. Many of the optimistic forecasts are based on projections for a rebound in the
US economy this year. The US experienced stronger-than-anticipated GDP growth of 5.8% in the
first quarter of this year. The US projections have led private and government economists to revise
their forecasts for Mexican economic growth.
Shortly after the release of the US first-quarter data, the Banco de Mexico (central bank) revised its
projections to expect an annual GDP growth of 1.8% for Mexico, compared with its initial economicgrowth forecast of 1.5%. The bank also released a separate survey of 30 private financial analysts in
early to mid-April, which on average anticipated a GDP growth of about 1.63% this year.
Similarly, the private Centro de Investigacion y Docencia Economica (CIDE) modified its projections
to anticipate GDP growth at 1.97%, compared with its previous estimate of 1.6%. US financial
services company J.P. Morgan revised its forecast for Mexico's GDP growth to 1.8% from 1.4%
previously. "The fundamental factor in Mexico's recovery is inevitably the US economy," said
Armando Baqueiro, the central bank's director of economic research. "If the US experiences robust
growth, this will be reflected in Mexico's economy."
The rush to revise forecasts upward for the Mexican economy was also evident overseas. In its
latest projections for Latin America, the European Commission (EC) raised its forecast for Mexican
economic growth to 1.9% this year, compared with an earlier estimate of 1.3%. But some economists
say the Mexican government should adopt a more cautious stance because of recent projections that
the US economy will not begin a solid recovery until the end of the second quarter of this year.
Roberto Galvan, director of Vanguardia Investment, said the first-quarter US GDP statistics
were slightly misleading, since the US growth was fueled partly by increased defense spending
and liquidation of inventories on the part of many US companies. US companies continued to
experience weak sales and low profits during the first quarter of the year, which is not a sign of
strength in the economy, said Galvan.
The Centro de Estudios Economicos del Sector Privado (CEESP) cautioned that any US recovery this
year would be weak, compared with those of the 1990s, and would be followed by another economic
retreat. Beyond the impact of the US on the Mexican economy, the CEESP said growth would be
limited by restrictions imposed by the Mexican Congress, such as a generally ineffective tax-reform
bill approved at the beginning of this year and the decision to restrict investments in strategic areas
of the economy like generation of electrical power.
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Mexico's GDP contracts by 0.7% in first quarter
Economists also point out that the next three quarters will have to make up a lot of ground lost in
the first quarter of the year, considered one of the worst in recent memory. The Banco de Mexico
is scheduled to release its official data for the first quarter sometime in mid-May. But economists
who responded to a survey conducted by the central bank anticipated, on average, a contraction of
0.7% in Mexico's GDP during the first quarter of the year relative to the last quarter of 2001. When
compared to the first quarter of last year, Mexico GDP probably contracted about 1.6%, said the
central bank's Armando Baqueiro.
Some observers noted that domestic consumption remained fairly strong during the first quarter
of the year despite the economic downturn. "Lower inflation and a decline in interest rates to
historically low levels...have promoted consumer spending even though the economy is not
growing," said the daily newspaper El Financiero. The government reported accumulated inflation
for January-March at 1.37%, but some private analysts expect the index for consumer prices (Indice
Nacional de Precios al Consumidor, INPC) for April to come in at about 0.56%. The government has
targeted annual inflation for 2002 at 4.5%, but private forecasts suggest a slightly higher number of
about 4.7%.
Despite the growth in domestic consumer demand, however, there were several troubling signs for
the Mexican economy during the first quarter. The maquiladora industry, which accounts for 53% of
Mexico's nonpetroleum exports, reduced its work force by almost 18% during February, relative to
the same month in 2001, said the government's statistics agency (Instituto Nacional de Estadisticas,
Geografia e Informatica, INEGI). Production declined by 9.4% for the maquiladora industry last
year, resulting in the loss of almost 240,000 jobs in 2001 (see SourceMex, 2002-02-13).
Some of the lost jobs resulted from the closure of maquiladora plants. Statistics published by the
Consejo Nacional de la Industria Maquiladora de Exportacion (CNIM) indicate that 370 assembly
plants have relocated from Mexico to Central America or China since the beginning of 2001.
In addition to the weak demand in the US, the maquiladora sector was saddled by a strong peso,
which increased operating costs for many plants along the US-Mexico border, some economists
said.
The weakness in the maquiladora sector continues to affect primarily the companies that assemble
high-technology products and textiles and apparel, said David Gantz, a law professor at the
University of Arizona. In contrast, the automotive industry is on an upswing, he said. A report from
BBVA-Bancomer said maquiladora exports began to recover early this year, even though the trend
is not reflected in the employment picture. "Job growth has yet to happen, although a positive sign
along those lines may be found in the hours worked, where increases have been logged during two
of the past three months," the report said.
The weakness in the Mexican economy during the first quarter of the year was also reflected in
the federal government's public deficit of almost 6.4 billion pesos (US$679 million). This was the
government's first public deficit for the first quarter since January-March 1990. The Secretaria de
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Hacienda y Credito Publico (SHCP) attributed the deficit to a combination of lower-than-anticipated
oil-export income, weak tax revenues, and increased spending.
The SHCP said the government's overall income was down 19.6 billion pesos (US$2.08 billion). Of
this total, oil-export income was down 10.9 billion pesos (US$1.15 billion) and tax revenues lagged
by about 14.4 billion pesos (US$1.52 billion). The shortfall was partially offset with an injection of 8
billion pesos (US$849 million) from the country's oil-price stabilization fund, which was created in
recent years with proceeds from additional oil revenue to compensate potential income declines.

Government ponders another budget reduction
Because of the reduced income, President Vicente Fox's administration earlier this year announced
a reduction of 10 billion pesos (US$1.06 billion) in public expenditures for 2002 (see SourceMex,
2002-04-10). Subsequent details on the budget reduction showed that health and education
programs would be affected most. This prompted an angry reaction from opposition legislators.
"This cut will cause some serious difficulties for vital services that are already underfunded," said
Deputy David Penchyna of the Partido Revolucionario Institucional (PRI).
Even members of Fox's center-right Partido Accion Nacional (PAN) offered some criticisms. "The
budget cut was necessary, but it was badly distributed," said PAN Deputy Alejandro Monraz, who
suggested that the Secretaria de Relaciones Exteriores (SRE) and the SHCP should have shouldered
a greater share of the burden. In the meantime, the administration is suggesting the possibility of
further budget reductions, depending on tax and oil-export revenues in the coming months.
Finance Secretary Francisco Gil Diaz said a recovery in oil prices during April has added about 20
billion pesos (US$2.12 billion) to the Mexican Treasury, but these revenues are not sufficient to meet
Mexico's spending needs. Some analysts say further budget cuts are inevitable, even with a recovery
in oil prices. A BBVA Bancomer report suggests oil-export prices would have to average US$23.40
per barrel through October to avoid any more cuts in public expenditures. "However, since it is
unlikely that prices will reach those levels, we believe we may see more budget cuts," BBVA said.
[Note: Peso-dollar conversions in this article are based on the Interbank rate in effect on May 8,
reported at 9.42 pesos per US$1.00] (Sources: Notimex, 04/23/02, 04/29/02; Dow Jones News Wires,
The Arizona Republic, Reuters, 04/29/02; Novedades, 04/25/02, 04/30/02; Spanish news service EFE,
05/05/02; El Financiero, 04/04/02, 05/06/02; The News, 04/25/02, 04/30/02, 05/06/02; Bloomberg News
Service, 04/30/02, 05/06/02; Associated Press, 05/06/02; Milenio Diario, 04/26/02, 04/30/02, 05/01/02,
05/03/02, 05/06/02, 05/07/02; La Cronica de Hoy, 04/03/02, 04/30/02, 05/06-08/02; La Jornada, 04/03/02,
04/25/02, 04/29/02, 04/30/02, 05/02/02, 05/06-08/02; Reforma, 04/30/02, 05/08/02; El Universal,
04/30/02, 05/01/02, 05/03/02, 05/08/02)
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